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FOREWORD 


Tliis Program and Fiscal Review of "Debt Adjusting, Licensing and 
Regulatory Activities" of State government has been conducted under 
the legislative authority set forth in the Washington Sunset Act of 
1977, Chapter 289, Laws of 1977, 1st ex. sess. (Substitute House Bill 
No. 564) which states in Sec. 5: 

Sec. 5. The legislative budget committee shall cause to be 
conducted a program and fiscal review of each state agency 
scheduled for termination by the processes provided in sections 1 
through 14 of this 1977 amendatory act . Such program and fiscal 
review shall be completed and a report prepared on or before 
September 30th of the year prior to the date established for 
termination. Upon completion of its report , the legislative budget 
committee shall transmit copies of the report as well as working 
papers , related studies , and documents to the office of financial 
management . The office of financial management may then conduct 
its own program and fiscal review of the agency scheduled for termina- 
tion and shall prepare a report on or before December 31st of the year 
prior to the date established for termination. Upon completion of its 
report the office of financial management shall transmit copies of its 
report as well as related studies and documents to the legislative bud- 
get committee. The legislative budget committee shall prepare a final 
report that includes the reports of both the office of financial manage- 
ment and the legislative budget committee as well as related studies 
and documents. The legislative budget committee shall transmit the 
final report to all members of the legislature , to the state agency 
concerned , to the governor 3 and to the state library. 

The purpose of this program and fiscal review was to determine the 
effectiveness of the debt adjusters’ activities conducted by the Profes- 
sional Licensing Division of the Department of Licensing pursuant to 
Chapter 18.28 RCW to serve the citizens of the State. Emphasis was placed 
in the review on determining the environment in which Chapter 18.28 RCW 
was enacted; the intent of the statute; activities of the Professional 
Licensing Division in implementing Chapter 18.28 RCW; and impact of these 
"regulatory" actions on the people of the State of Washington. 

Also, a review was conducted of the debt adjuster -related activities 
of the Consumer Protection Division - Office of the Attorney General. 

This report to the Legislature has been prepared as a result of the 
program and fiscal review and presents the findings, conclusions and 
recommendations regarding the State’s licensing and regulation of debt 
adj usters . 


In the conduct of the review it was necessary to coordinate 
extensively with the Department of Licensing and Office of the Attorney 
General in the collection of background data. All personnel were help- 
ful and cooperative in furnishing the review information and explaining 
the functions, without which the report could not have been accomplished. 
This assistance and the overall positive attitude displayed by persons 
contacted is appreciated. 

The review was undertaken by Frank Hensley, Principal Management 
Auditor on the staff of the Legislative Budget Committee. 


THCMAS R. HAZZARD 
Legislative Auditor 


Approved for distribution by 
the Legislative Budget Committee 
on January 20, 1978. 


Representative Frank J. Warnke 
Chairman 

Legislative Budget Committee 
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SECTION I 


SCOPE AND OBJECTIVES 


SCOPE 


This program review will appraise the activities of the Department 
of Licensing in carrying out its responsibilities under RCW Chapter 18.28. 
Review of other Federal and State agencies will be included to the extent 
necessary to determine redundant functions and/or the effects of program 
modification or discontinuance. The public and debt adjuster licensees 
will be consulted to the extent they can contribute information pertinent 
to specific purposes listed below. 

OBJECTIVES 


1. Determine the extent to which the regulatory entity has permitted 
qualified applicants to serve the public; 

2. Determine the extent to which the regulatory entity restricts or 
inhibits competition or otherwise adversely affects the State’s 
economic climate; 

3. Determine the extent to which the system of regulation has con- 
tributed directly or indirectly to increasing or descreasing 
the costs of any goods or services involved; 

4. Determine the duties of the regulatory entity and the costs 
incurred in carrying out such duties; 

5. Determine whether the regulatory entity has operated in the public 
interest, including the extent to which the regulatory entity has: 

a. Sought and achieved public participation in making its 
rules and decisions including consideration of recommending 
appointment of one or more "public” members to the entity; 

b. Processed to completion in a timely and equitable manner 
the formal complaints filed with it; 

c. Implemented an effective system of evaluating the impact 
on the public of its rules and decisions regarding 
economy, availability and improvement of the services 
rendered to the persons it regulates; 

d. Initiated administrative procedures or recommended 
statutory changes to the legislature that would benefit 
the public as opposed to the persons it regulates; and 

e. Identified the needs and problems of the recipients of 
goods and services provided by those regulated; 
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Determine tne extent to which persons regulated by the regulatory 
?!fti ty - haVe k een encouraged to participate in assessing problems 7 
public ^ Pr °^ eSS10n ’ 0ccu P atl0n > or industry which affect the 

Determine the impact and effectiveness of the regulatory entity 
to address 0 ^ pr ° blems or needs the entity was intended 7 

° £ el ™ tijlg or modi£y “g the program 

th^Sivit^es^f 611 ^ 110 WhiC ? the re S ulator > 7 entit y duplicates 
the activities of other regulatory entities or of the private 

sector, where appropriate; and P 

Determine the extent to which the absence or modification of 
or^elfare d adversely a££ect the Public health, safety 
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SECTION II 


SUMMARY 


A. GENERAL 


Debt adjusting is essentially the act of distributing an 
overburdened debtor's available income among outstanding creditors, 
for a fee. The debt adjuster typically develops a payment plan 
under which creditors receive reduced payments with the objective of 
belated but full payment of outstanding debts. 

The practice is noted for its historic abuse and questionable 
practice and is outlawed or regulated in most States. In Washington 
State, 1967 legislation provided for licensing and regulation by 
the Department of Licensing. The industry has since shrunk to 
minuscule proportions and receives minimum effort and review by the 
Department of Licensing. The Consumer Protection Division of the 
Attorney General's office has become a significant player through 
its receipt and investigation of complaints and bringing of a major 
lawsuit against the one self-supporting debt adjuster operating in 
the State. 

B. CONCLUSIONS PERTAINING TO SUNSET ACT OBJECTIVES 

OBJECTIVE 1 - Det ermine the extent to which the regulatory entity 

has permitted qualified applicants to serve the 
public 

The program review concludes that the Department of Licensing 
and the Attorney General’s Consumer Protection Division have 
permitted all qualified applicants to serve the public. The 
reduction in the number of licensees is considered related to 

(a) the growth and availability of alternative services, and 

(b) the law itself which has eliminated unfair but profitable 
practices. 

OBJECTIVE 2 - Determine the extent to w hich the regulatory entity 
restricts or inhibits competition or otherwise ad- 
versely affects the State's economic climate 

The auditor concludes that neither the Department of Licensing 
nor the Consumer Protection Division of the Attorney General's 
office has restricted or inhibited competition or adversely 
affected the State's economic climate. 
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OBJECTIVE 3 



“ Determin e the extent to which the system or regula- 
tion has contri buted 'directly or" indirect.lv to in- 
creasing or decreasing the costs of anj^oods or 
services involved - ~ — 

Tjie auditor concludes that the system of regulation has decreased 
the costs of debt adjusting services by placing a legal limita- 
tion on fees charged. Various over-charging techniques were a 
primary source of complaint prior to enactment of current legisla- 
tion. 


OBJECTIVE 4 - Determine the duties of the regulatory entity and the 

costs incurred in carrying out such duties ‘ 

Approximately $1,240 per year in costs are incurred by the 
Department of Licensing and $5,000 per year by the Consumer Pro- 
tection Division of the Attorney General’s office. The duties 
and activities of these agencies are discussed in the body of 
the program review. 

OBJECTIVE 5 - Determine whether the regulatory entity has operated 

in the public interest 

The auditor concludes that the Department of Licensing has pro- 
cessed formal complaints in a timely and equitable manner and 
has recommended to the Legislature statutory changes that would 
benefit the public as opposed to the persons it regulates, i.e., 
prohibiting debt adjustment for a fee within the State. The 
Consumer Protection Division of the Attorney General’s office 
has identified the needs and problems of recipients of goods and 
services provided by those regulated, and the Department of Licens- 
ing is well aware of these. Public participation in rule -making 
and systematic evaluation of the impact on the public of admin- 
istrative rules and decisions have limited viability in view of 
the size and nature of the industry and the absence of any sub- 
stantial rules changed in the last ten years. 

OBJECTIVE 6 


Determine the 

extent to which persons regulated by 

tne regulatory entity have been encouraged to participate 

in assessing 

problems in their profession, occupation, 

or industry w 

hich affect the public. 


The auditor concludes that the size and nature of the debt 
adjustment occupation has limited the feeling of need for contact 
betweem members of the industry. There is no professional or 
industry association affiliated with the industry. 
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OBJECTIVE 7 


Determine the impact and effectiveness of the 
regulatory system ent itylmlTTcspect to the problems 
or needs the entity was intended to address 


OBJECTIVE 8 


Hie auditor concludes that the Department of Licensing ef- 
fectively implemented the 1967 legislation, with a substantial 
impact (i.e., the sharp reduction in the number of practicing 
debt adjusters). In recent years major enforcement activities 
have been assumed by the Consumer Protection Division which 
have resulted in a reduced number of complaints and may have 
high impact upon settlement of a current lawsuit. 

IVE 8 - Determine the consequences of eliminating or modifying 


the program of the regulatory entity 

Hie auditor concludes that elimination of regulations would 
result in the return of historic abuses, with substantial ad- 
verse social and financial cost to the State. Alternative pro- 
gram modifications are analyzed in the body of the program review. 


OBJECTIVE 9 - Determine the extent to which the regulatory entity 

duplicates the activities oi other regulatory entities 


or of the private sector, where appropriate 


The auditor concludes that a substantial redundancy or overlap 
exists between the role of the Department of Licensing and the 
Consumer Protection Division of the Attorney General’s office. 

OBJECTIVE 10 - Determine the extent of which the absen ce or modifica 
tion of regulation would adversely affect the public" 
health , safety or welfare 

The auditor concludes that the absence of debt adjusting regula- 
tion would have a substantial and adverse affect upon the public 
welfare. Historic abuses of the debt adjusting industry have 
tended to victimize the public. The availability of reputable 
and viable assistance to those in a debt crisis' is concluded to 
be advantageous to the public in teims of family solidarity, 
payment of child support by broken homes, reduction of alcoholism, 
maintenance of mental health, minimization of crime, and other 
social manifestations. 


RECOMMENDATIONS 

It is recommended that the debt adjusting industry not be de-regulated. 

The following alternatives to de -regulation are listed in order of 
preference : 

1. Prohibit by law the practice of commercial debt adjusting 
for a fee. '• 
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2. Eliminate licensing requirements, but incorporate other provisions 
of existing laws and regulations into new statutes for enforce- 
ment by the Attorney General and county prosecutors. 

3. Reenact existing laws and regulations essentially unchanged. 

OFFICE OF FINANCIAL MANAGEMENT'S PROGRAM AND FISCAL REVIEW 

A program and fiscal review of debt adjusting licensing and 
regulatory activities has been conducted by the Office of Financial 
Management in accordance with Section 5 of the Washington Sunset 
Act of 1977. The full report thereof is attached as Appendix V. 
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SECTION III 


F IND ING S - CONCLUS I ONS - RECCMMENDAT I ONS 


A. BACKGROUND 


1* History 

The practice of debt adjustment (also known as debt pooling, 
pro-rating and others) has a turbulent and controversial history. 
Growth of the practice in the 1950's and 1960's paralleled the 
increased availability and use of consumer credit. The lack of 
industry regulation, and the frequently unsophisticated and/or 
desperate client seeking relief from bill collectors’ harassment, 
gave rise to numerous unfair and deceptive practices. 

A swelling volume of complaints gave rise to legislation 
either outlawing or closely regulating debt adjustment in most 
States, with such legislation passed mostly in the mid and late 
1960's. The preamble to Substitute House Bill No. 16, Laws of 
1967, stated the purpose of the act as follows: 

To protect debtors from unscrupulous practices of 
debt adjusters , regulate the amount of fee which 
the debt adjuster may take for his services 3 and 
provide for qualified and financially sound debt 
adjusting service . 

This law subsequently became RCW 18.28, also known as the Debt 
Adjusting Act, and has remained essentially unchanged since its 
1967 passage. 

The existing law establishes an examination, investigation, 
licensing and license revocation, and regulation process under 
the Department of Motor Vehicles (now Department of Licensing) . 

The Department ' s activity has dwindled (with a concurrent decrease 
in number of licensed debt adjusters in the State) to a minimal 
activity estimated at 12 man-days per year. 

2. Role of the Attorney General 

Concurrently, the Seattle Consumer Protection Office of the 
Attorney General has devoted increasing effort to the regulation 
of debt adjusters, largely in connection with the current lawsuit 
filed in 1975. The Attorney General's activities are based 
partially upon specific authority to prosecute violations of the 
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Debt Adjusting Act. The Attorney General also relies on general 
authority contained in the Consumer Protection Act (RCW 19.86). 

An estimated 50 man-days per year are currently expended on debt 
adjuster matters by the Attorney General. 

3. Makeup of Clientele of Debt Adjuster Services 

It was the preponderance of opinion of all persons inter- 
viewed and content of the literature reviewed in connection 
with this audit, that many citizens lack training, experience 
or capability to handle their own affairs in the current complex 
economy. The easy availability and widespread use of credit 
cards in recent years has compounded this problem, tending to 
obscure the relationship between income and expenditures. Many 
individuals interviewed point to the lack of consumer training 
within the schools, with particular respect to. personal financial 
management. As a result of these factors, together with economic 
fluctuations resulting in job losses and unemployment, many 
Anericans find themselves in a severe personal debt position. 

These individuals constitute the potential clientele of the 
commercial debt adjuster. In general, a large number of clients 
are underprivileged and/or low-income and/or find themselves in 
a desperate or stressful situation as a result of their debts 
and/or related factors such as loss of a j ob , unanticipated 
expenses, etc. 

4. Basic Method of Operation - Debt Adjusters 

Debt adjusters, through referral, advertising or other means, 
endeavor to make contact with those individuals having substantial 
and overdue personal bills. They then endeavor to establish a 
contractual relationship between themselves and the debtor, under 
terms of which the debtor transmits to the debt adjuster the 
maximum monthly payment possible. In retuna, the debt adjuster 
endeavors to work out a repayment plan, under terms of which the 
debtor's payment is divided among his outstanding creditors. 

Monthly checks representing portions of the debtor's payment to 
the debt adjuster, are written by the debt adjuster to the creditors. 
For this service, the debt adjuster charges a usual fee of 15 per- 
cent of all payments made to him by the debtor. In addition, he 
may lawfully charge a termination fee of $75 or six percent of 
remaining debts, whichever is less, in the event the debtor 
discontinues participation in the plan prior to completion. 

5. Extent of the Industry 

There are currently only four licensees in the State of 
Washington. 

In Bremerton, an elderly but active gentleman maintains a 
modest, one-man office with no clerical help. He freely admits 
to remaining in the business because he enjoys staying active 
and enjoys helping people. Financial returns are modest and the 
owner -operator has other income. 
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In Spokane, the licensed debt adjuster occupies a unique 
role and is closely associated with the Spokane Retail Credit 
Association. The debt adjuster is the owner of the Spokane 
Credit Bureau, a private company. The Spokane Retail Credit 
Association members actually counsel individuals requesting 
the service, referring those for whom debt adjusting is ap- 
propriate to the Spokane debt adjuster who is also an officer 
of the Spokane Retail Credit Association. He was formerly a 
trustee for the Chapter 13 Wage Earner Plan. 

Although the Spokane debt adjuster charges a flat ten per- 
cent and a $15 set-up fee, the operation is truly more compar- 
able to the Consumer Credit Counseling Services of other cities. 
The debt adjuster readily disclosed his books indicating ap- 
proximately $45,000 disbursed to creditors in the last year, 
with approximately $3,500 collected in fees. It was obvious 
that the debt adjustment activity was small and the return 
extremely modest. The effort was viewed as a community service 
rather than a profit-making enterprise. 

There is only one viable, profit-making debt adjuster 
operating in the State of Washington at this time. 

In Seattle and Tacoma, there are two licensed offices of 
a corporate debt adjusting firm. The firm is a Washington 
corporation but is operated in conjunction with one or more 
out-of-state organizations which appear for all intents and 
purposes to be a portion of the same organizational structure. 

The principal owners and managers are located in Qnaha, Nebraska. 
The Seattle office employs five people; the Tacoma office employs 
two people. Each of these offices has its own license, 

6. Alternative or Similar Services to Debt Adjusting 
a. The Chapter 13 Wage Earner Plan 

Chapter 13 of the Federal Bankruptcy Act is known as 
the Wage Earner Plan. It is an alternative to bankruptcy, 
similar in many respects to the debt -pooling process of a 
commercial debt adjuster. 

Significant differences of a Chapter 13 Wage Earner 
Plan from typical plans of a commercial debt adjuster include 
the following: 

1) Chapter 13 proceedings are supervised by the United 
States District Court. 
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2) All costs, including attorneys' fees and court trustees' 
fees are court -controlled . 

3) The court, by a restraining order, prohibits further 
collection efforts, repossessors, wage garnishment or 
harassment by the creditors. 

4) The court can reject unreasonable or invalid claims. 

5) The court compels acceptance of the plan by all creditors. 

In summary, a Chapter 13 proceeding has the authority of the 
court behind it and can, therefore, offer greater stability and 
service to the debtor through its ability to reject certain claims 
and require creditor compliance with the payment plan, : 

Chapter 13 appears to be little publicized among the public, 
ho advertising is done. A chapter 13 trustee is attached to each 
Federal District Court . 

• Consumer Credit Counseling Agencies 

Within the State of Washington (in Tacoma, Seattle, Yakima and 
rascoj , there exists non-profit agencies which perform, without 
charge, services similar to those provided for a fee by the com- 
mercial debt adjusters. Such agencies are known as consumer credit 
counseling services . They are supported financially by contributions 
from the business community including finance companies, banks, col- 
lection agencies, department stores, credit unions, and other firms 
that grant credit or make loans. 

Those agencies are non-profit organizations and exempt from the 
bonding and licensing requirements of commercial debt adjusters. 

They are governed by a board of trustees which may include public 
officials, business, labor, community and other interests. They are 
associated in a national "umbrella organization" of such local counsel- 
ing groups, known as the National Foundation for Consumer Credit, 
which expresses national policy and a code of ethics and carries out 
a counselor certification program. 


The consumer credit counseling services vary somewhat in size, 
autonomy and degree of professionalism. A point of possible dif- 
ference from commercial debt adjusters, consumer credit counseling 
agencies may tend to be dominated by creditor interests through 
their provision of the principal financial support even despite a 
national policy that no more than 40 percent of the board of trustees 
of a consumer credit counseling service shall represent creditor 
interests . 
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c. Miscellaneous Counseling Services 


A variety of sources are available to the individual 
debtor from which advice and counseling may be obtained. 

These sources vary greatly as to comprehensiveness , skill , 
availability, source, and degree of expertise. They include: 

Savings and Loan Associations 

Banks 

Credit Unions 

Personnel departments of large employers 

Religious organizations 

Fraternal organizations 

The above-listed sources rarely, if ever, engage in debt 
adjusting whereby they contact creditors, receive and disburse 
money from the debtor. 

d. Attorneys 


Some attorneys provide financial counseling, may intervene 
between their debtor -client and the creditors, or may provide 
legal services in connection with Chapter 13 Wage Earner Plans 
as previously discussed. It was the preponderance of opinion 
of those persons interviewed in connection with this audit that 
attorneys were generally disinterested in the field. This belief 
was founded upon the fact that Federal courts control attorneys ' 
fees under Chapter 13 Wage Earner Plans, and that debtors have 
a poor capability to pay additional attorneys' fees. 

7. Reputation of Industry 

Available literature contains numerous warnings of the evils 
of unregulated debt adjusters. In summary, it appears that the 
nature of the business, together with the nature of the client popula- 
tion, is not conducive to the highest ethical level of operations 
and/or the best interest of the client. Past experience with un- 
regulated debt adjuster agencies in all States appears to be uniformly 
bad according to the literature. 

8. Debt Adjusting For a Fee in Other States , 

The National Foundation for Consumer Credit reports that 30 
of the 50 States have passed legislation prohibiting performance of 
debt adjustment functions for a fee. The Family Service Association 
of .America reports that 13 additional States have passed regulatory 
laws, including Washington, which severely restrict debt adjustment 
activities . 
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9. Debt and Debt Adjustment Have Social Welfare Ramifications 

It was the consensus of the available literature and of those 
agencies and individuals engaged in the debt adjustment process 
either as a commercial debt adjuster, or in another capacity, that 
an individual burdened with debt beyond his capability to manage 
and/or repay can be linked to crime, family break-up, alcoholism, 
mental illness, and other social ills. No parameters were avail- 
able to measure the cost or impact of this relationship. However, 

■ it does seem appropriate to invite legislative intention to this 
relationship and point out that there may be a significant financial 
and social cost involved and/or savings possible in terms of social 
and fiscal cost if adequate and appropriate means are available 
for the public to resolve its debt crises. 
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4 . 


Evaluation and Conclusion 


Little formal current planning takes place with respect to 
the regulation of debt adjusters. The small size of the industry 
within the State would tend to support the current low level of 
planning activities. 

Some redundancy exists between the planned operations of 
the Consumer Protection Office of the Attorney General and the 
Department of Licensing. By their own intent, both organizations 
receive complaints from the public and conduct investigations . 

The overlap is particularly evident at this tine due to the 
Attorney General's lawsuit against a debt adjuster. 
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C. OPERATIONS 

1. State of Washington Operations 

a * Operations of the Departmen t of Licensing Regarding Debt 
Adjusters is a Limited Activity “ 

From the small amount of resources expended on debt 
adjusting activities during the 1975-77 biennium, it is 
evident that activities of the Department of Licensing were 
very limited. Hie Department of Licensing issued eight 
license renewals (four to agencies; four to individuals) in 
FY 1977, processed new license applications for two individuals 
and administered the associated examinations. In addition, 
they investigated one consumer complaint received in FY 1977, 
The single complaint was processed expeditiously.. 

Other than the above, there is little or no contact 
with the industry. There is no industry trade organization 
to serve as a contact point or lobbyist. There are no regular 
reviews or inspections of industry members made by the Depart- 
ment . 

There have been no changes to the Administrative Regula- 
tions (WAC) since 1968, excepting fee adjustment. 

In view of the veiy limited expenditure or resources, 
the auditor did not attempt a comprehensive analysis of the 
efficiency of the Department of Licensing operations regard- 
ing debt adjusting. 

b . Department of Licensing Costs Were $1,240; Fees Collected 
Were $1,208 

The above figures apply to FY 1976. The Depart- 
ment of Licensing has come very close to its objective 
of meeting operating costs for the regulation of an 
industry with fees they collected from that industry. 

Appendix III gives a breakdown of revenues and expenditures 
applicable to debt adjusting for the 1975-77 biennium. 

The license and related fee schedule for FY 1977 is 
as follows : 


Examination $50.00 
Initial License 80.00 
Investigation 50 . 00 
Renewal 80.00 
Renewal penalty 25.00 
Duplicate licenses 3.00 



c . The Consumer Protection Division Performs an Important Regulatory 
Enforcement Function in Addition to the Work of the Department 
of Licensing ~ 1 . 

A substantial number of complaints are processed wholly or 
in part by the Seattle Office of the Consumer Protection Division 
of the Attorney General office. In addition, the Consumer Divi- 
sion filed a still-pending major lawsuit against a commercial 
debt adjuster in 1975, and has devoted considerable investigative 
effort to debt adjusting practices. The Attorney General's office 
estimates that it expends 50 man-days per year in related debt 
adjusting activities. The auditor estimates total costs of the 
Consumer Protection Division at $5,000 per year based upon an 
estimated $25,000 total cost per FTE. These expenditures obviously 
exceed the resources expended by the Department of Licensing in 
FY 1977 on debt adjusting activities. 

The Consumer Protection Division received 50 complaints about 
debt adjusters for the period FY 1972 through 1976. Exhibit 1 
shows the number of inquiries and complaints received by year. 

It is interesting to note the substantial decline since tne law- 
suit was filed in 1975. 


Exhibit 1 

Complaints About Debt Adjusters Received 
by Consumer Protection Division, Attorney 
General's Office ~~ 

1972 — 9 

1973 - 11 

1974 - 12 

1975 - 6 

1976 - 2 


d. The Existing Legislation (RCW 18,28, the "Debt Adjusting Act' 1 
Passed in ~ 196 7 )~ Appears Comprehensive 


Significant provisions of this legislation include the 
following : 
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1) the fee may not exceed 15 percent of the total debts reported 

2) cancellation fees cannot exceed $75 

3) debt adjusters must be licensed and bonded 

4) contracts between debt adjusters and debtors must contain 
certain information as to payments, debts, and charges 

5) provisions for revocation of licenses 

6) limitation of 25 percent of payment on allocation to 
undistributed reserve account 

7) Administrative Procedures Act to govern administration 

8) Non-profit organizations and attorneys are exempt from 
provisions of the legislation 

2. Shortcomings of the Debt Adjuster Process 


. The Debt Adjuster Puts the Debtor 15 Percent Deeper Into Debt 


A basic criticism of the commercial debt adjusting industry 
is that, due to their 15 percent fee, they compound the debtor's 
problem rather than alleviate it. This leaves 15 percent less 
money available for existing creditors and this fact is resented 
by many creditors. 

b. "Set-Up Fees, Cancellation Fees and Reserve Accounts Impede 


ash to Creditors" 


Commercial debt adjusters charge a set-up fee of $25 which 
subsequently is included in the 15 percent flat fee. Cancella- 
tion of services by the client results in an additional charge 
of six percent of the remaining indebtedness or $75, whichever 
is less. In addition, it is charged that commercial debt adjusters 
like to build up an undistributed reserve account for the debtor, 
allegedly to cover the cancellation fee in the event the debtor 
cancels. The net result of all these actions is that the flow 
of funds from debtor to creditors is impeded, or diverted. 

Creditors Will Not Always Accept the Commercial Debt Adjuster's 
Plan of Payment 

The debt adjuster has no legal capability and only limited 
influence with creditors to prevent harassment, foreclosure, re- 
possession, or wage garnishment by individual creditors, or to 
induce the creditors to accept his proposed payment plan. It 
must be recognized that creditors are typically in competition 




with each other for the debtor’s limited resources. Coupled 
with the resentment of some creditors toward the debt adjuster 
and his 15 percent fee "off the top," creditors may well refuse to 
cooperate. The non-cooperation of a single creditor can often 
defeat a payment plan. Under a Chapter 13 proceeding, a legal 
resti amt that is court -enforceable is placed upon creditors. 

In the case of Consumer Credit Counseling Services their sponsor- 
snip by the local credit community tends to assure a degree of 
cooperation frcm local creditors. In comparison to a Chapter 13 
proceeding, or a consumer credit counseling service, the debt 
adjuster lacks legal clout and/or influence with the credit com- 
munity. In addition, under a Chapter 13 proceeding, certain debts' 
. can be dismissed or eliminated by court, particularly those deal- 
mg with returnable goods such as Encyclopedias or services such 
as dance instruction courses. The commercial debt adjuster lacks 
this capability. 

d. The Drop-Out Rate is High 

An estimated 50 percent of clients signing up for a program 
never complete it. The significance of this statistic is dif- 
ficult to evaluate and debt adjusters make the valid point that 
they may have nonetheless reestablished communications between 
the debtor and his creditors and placed the debtor on the road 
to recovery. A unique drop-out problem exists when a debtor 
signs a contract with a commercial debt adjuster, then leaves 
the piogiam shortly thereafter at the urging of creditors to 
transfer to a consumer credit counseling service. Occasionally 
the debtor erroneously signs with a commercial debt adjuster 
thinking he is doing business with the Consumer Credit Counseling 
Service. In either event, the debtor incurs a substantial cost 
(set-up fee and cancellation fee) and receives little or no benefit 
from the debt adjuster due to his quick cancellation. 

e. Employee Turnover is High 

While no statistical information was available, it was 
the opinion of many persons interviewed that high employee tum- 
ovei rates have historically prevailed in the industry and that 
these in turn have contributed to a lack of continuity, stability 
and confidence on the part of clients and creditors . 

Major Argument Offered Favoring the Debt Adjuster Process 

a. They Represent the Debtor 

Industry representatives claim that they alone represent the 
d ebto r - their client - and constantly have his best interests at 
heart. They stress that they are funded by the debtor, not the 
creditors, and make a pointed comparison to the Consumer Credit 
Counseling Services which are creditor supported. 
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b. Competition is Desirable 

The industry claims that its presence, ostensibly in 
competition with Consumer Credit Counseling Services and the 
Wage Earner Plan, is a desirable situation that tends to keep 
all three agencies "on their toes" and delivering maximum ser- 
vice to debtors. 

c . Office Hours are Better 

Commercial debt adjusters claim their operation is more 
flexible and convenient for the debtor since some will make 
initial home visits, and office hours are long and include 
Saturday mornings. 

4. Auditor Analysis of Alternative Licensing/Regulatory Options And 

Probable Recourse' * 

a. Total Deregulation of Debt Adjustment Industry 

Elimination of all regulation and licensing of the debt 
adjustment industry would leave Washington State in the same 
position of ten years ago when current legislation was enacted. 
The numerous abuses which were current prior to this legislation 
would again have no sanction at law. Presumably the abuses of 
the past would return. 

b. Continuation of Current System 

Continuation of the existing licensing and regulation laws 
has a great deal of. appeal. The licensing requirement requires 
all commercial debt adjusters to register, thus facilitating 
identification thereof. The requirement for individual licenses 
by personnel ensures that practitioners of debt adjusting will 
at least have some basic knowledge of the law and debt adjustment 
practices. The Department of Licensing reports its fiscal year 
1976 total debt adjustment -related expenses totals $1,240; 
revenue from license renewals totals $1,208. Obviously the cost 
of licensing to the State, as it is presently performed, is 
minimal. These figures do not include the expenses of the 
Consumer Protection Agency of the Attorney General's office. The 
existing law does tend to minimize historic’ problems of the past, 
such as excessive fees and charges. 

c. Eliminate License Requirements; Enforce Through Consumer 
Protection Service of Attorney General's Office 

To some extent a redundancy exists between the role of the 
Department of Licensing and the Consumer Protection Service of 
the Attorney General's office. Both agencies receive complaints 
and conduct investigatory actions with respect to debt adjusting. 
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In sane cases complaints received by the Consumer Protection 
Service are referred to the Department of Licensing for action. 
Since most complaints are initially referred to the Consumer 
Protection Service, it might well be feasible to eliminate the 
licensing requirement and place enforcement responsibility in 
the hands of the Consumer Protection Service. Prosecution au- 
thority might. also be available to county prosecutors . 

d. Preclude Commercial Debt Adjusting by Law 

In view of the historical problems of the debt adjusting 
industry and the numerous abuses and complaints, a number of 
. States have totally outlawed the practice of debt adjusting for 
a fee. Some small controversy exists as to the precise number - 
of States which have enacted legislation eliminating commercial 
debt adjusting, but the National Foundation For Consumer Credit 
states that 29 States and the District of Columbia have done so. 
This course of action is strongly supported by the Consumer 
Protection Division of the Washington State Attorney General's 
office and the Tacoma trustee for the Wage Earner's Plan under 
the Federal District Court . Appendices I and IV contain letters 
from these sources indicating their support for the elimination 
of commercial debt adjusting. Significant opposition to this 
course of action can be anticipated from existing commercial 
debt adjusters and from the Spokane area business community 
which appears desirous of continuing its unique counseling and 
debt -pooling service which is technically a commercial debt 
adjusting service despite its community service aspects. 

Conclusions Pertaining to Sunset Act Objectives 

OBJECTIVE 1 - Determine the extent to which the regulatory entity 

has permitted qualified applicants to serve the 

public i% 

The program review concludes that the Department of Licensing 
and the Attorney General's Consumer Protection Division have 
permitted all qualified applicants to serve the public. The 
reduction in the number of licensees is considered related to 

(a) the growth and availability of alternative services, and 

(b) the law itself which has eliminated unfair but profitable 
practices . 

OBJECTIVE 2 - Determine the extent to which the regulatory entity 

_____ restricts or inhibits competition or ot herwi s elad - 

versely affectsCThe State's economic climate 

The auditor concludes that neither the Department of Licensing 
nor the Consumer Protection Division of the Attorney General's 
office has restricted or inhibited competition or adversely 
affected the State's economic climate. 




OBJECTIVE 3 - Determine the extent to which the sy stem or regula- 

tion has contributed d irectly or indirectly to in- 
creasing or decreasing the costs of any good s" or 
services involved - " 

The auditor concludes that the system of regulation has decreased 
the costs of debt adjusting services by placing a legal limita- 
tion on fees charged. Various over-charging techniques were a 
primary source of complaint prior to enactment of current legisla- 
tion. 

OBJECTIVE 4 - Determine the duties of the regulatory entity and the 

costs incurred in carrying out such duties ' 

Approximately $1,240 per year in costs are incurred by the 
Department of Licensing and $5,000 per year by the Consumer Pro- 
tection Division of the Attorney General’s office. . The duties 
and activities of these agencies are discussed in the body of 
the program review. 

OBJEC TIVE 5 - Determine whether the regulatory entity has operated 
in the public interest 


The auditor concludes that the Department of Licensing has pro- 
cessed formal complaints in a timely and equitable manner and 
has recommended to the Legislature statutory changes that would 
benefit the public as opposed to the persons: it regulates, i.e., 
prohibiting debt adjustment for a fee within the State. The 
Consumer Protection Division of the Attorney General's office 
1 has identified the needs and problems of recipients of goods and 
services provided by those regulated, and the Department of Licens- 
ing is well aware of these. Public participation in rule-making 
and systematic evaluation of the impact on the public of admin- 
istrative rules and decisions have limited viability in view of 
the size and nature of the industry and the absence of any sub- 
stantial rules changed in the last ten years. 

OBJECTIVE 6 - Determine the extent to which persons regulated by 

the regulatory entity have been encouraged- to~participate 
in assessing problems in their profession, occupation, 
or industry which" affect the public . 

The auditor concludes that the size and nature of the debt 
adjustment occupation has limited the feeling of need for contact 
betweem members of the industry. There is no professional or 
industry association affiliated with the industry. 
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OBJECTIVE 7 - Determine the impact and effectiveness of the 

regulat ory system entity with respect to the problems 
or needs the entity was intended to address ~ 

The auditor concludes that the Department of Licensing ef- 
fectively implemented the 1967 legislation, .with a substantial 
impact (i.e., the sharp reduction in the number of practicing 
debt adjusters). In recent years major enforcement activities 
have been assumed by the Consumer Protection Division which 
have resulted in a reduced number of complaints and may have 
high impact upon settlement of a current lawsuit . • 

i • 

OBJECTIVE 8 - Determine the consequences of eliminating or modifying 
the program of the regulatory entity 

Hie auditor concludes that elimination of regulations would 
result in the return of historic abuses, with substantial ad- 
verse social and financial cost to the State. Alternative pro- 
gram modifications are analyzed in the body of the program review. 

OBJECTIVE 9 - Determine the extent to which the regulatory entity 

duplicates the activities of other regulatory entities 
or of the private sector, where appropria~te~ ~ 

. The auditor concludes that a substantial redundancy or overlap 
exists between the role of the Department of Licensing and the 
Consumer Protection Division of the Attorney General's office. 

OBJECTIVE 10 - Determine the extent of which the absence or modifica- 
• tion of regulation would adversely affect the public ^" 
health, safety or welfare ' 

The auditor concludes that the absence of debt adjusting regula- 
tion would have a substantial and adverse affect upon the public 
welfare. Historic abuses of the debt adjusting industry have 
tended to victimize the public. Hie availability of reputable 
and viable assistance to those in a debt crisis' is concluded to 
be advantageous to the public in terms of family solidarity, 
payment of child support by broken homes, reduction of alcoholism, 
maintenance of mental health,- minimization of crime, and other 
social manifestations. 


6. Recommendations 

It is recommended that the debt, adjusting industry not be de -regulated. 

The following alternatives to de -regulation are listed in order of 
preference : 
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(1) Prohibit by law the practice of commercial debt adjusting 
for a fee. 

(2) Eliminate licensing requirements but incorporate other 
provisions of existing laws and regulations into new statutes 
for enforcement by the Attorney General and county prosecutors. 

(3) Reenact existing laws and regulations essentially unchanged. 
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APPENDIX I 



OFFICE OF THE ATTORNEY GENERAL 

SLADE GORTON ATTORNEY GENERAL 

DEXTER HORTON BUILDING 
SEATTLE, WASHINGTON 98104 

: August 30/ 1977. 


RECEIVED 

SEP 2 1977, 

LEGISLATIVE 
BUDGET COMM; 


Frank Hensley 

Legislative Budget Committee 
Insurance Building 
Olympia, Washington 98504 

Re: Application of Washington Sunset Act of 1977 to 

ROW 18.28, The Debt Adjusting Act. 

Dear Mr. Hensley: 

I am writing in response to your request for informa- 
tion from our office concerning possible termination of the 
Debt Adjusting Act, RCW 18.28, pursuant to the terms of 
the Washington Sunset Act of 1977. 

In the period during which RCW 18.28 has been in 
effect and enforced by this office, only one debt adjusting 
company. Credit Advisors, has been the subject of an enforce- 
ment action by this office as a result of consumer complaints. 
The Consumer Protection Division filed a Consent Decree in 
Pierce County in 1967 which involved certain practices of 
this firm, and the company is currently under investigation 
by our office. 

It is our considered opinion that debt adjusting for 
profit in this state should not be regulated but rather 
should be prohibited. While it is highly unusual for this 
office to recommend such a step in view of our strong support 
for competition and free enterprise with a minimum of regu- 
lation, our experience in this area indicates that this field, 
even with regulation, is open to abuse. Thirty states of 
the United States have already abolished the practice of 
debt adjusting for profit. Moreover, in the State of Wash- 
ington, as in many other areas, the service of debt adjusting 
is provided at either no charge or for a very minimal charge ' 
by a non profit organization known as Consumer Credit Counsel- 
ing Service. This organization has offices throughout the 
State of Washington and offers a service and fills a need for 




OFFICE OF THE ATTORNEY GENERAL 


Frank Hensley 
August 30, 1977 
Page 2 


debt adjusting in the best interests of Washington State 
consumers . 

If you have any questions in this respect or we 
can provide any additional information, please do not 
hesitate to contact our office. We appreciate your 
thorough and very useful work pursuant to the Washington 


Sunset Act of 1977 and will 
in any way that we can. 


TLB : blk 


be most willing to help' 
Sincerely, 

FOR THE ATTORNEY GENERAL 



THOMAS L. BOEDER 
Assistant Attorney General 
Chief, Consumer Protection & 
Antitrust Division 


cc: Karin Feldt 
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APPENDIX II 


PROPOSED LEGISLATION 


Proposed legislation will be provided at a later time. 


APPENDIX III 

REVENUES AND EXPENDITURES APPLICABLE 
"W DEBT ADJUSTERS FOR'THE T975- ' 

77 BIENNIUM ' 


REVENUE (First Biennium, 1975-77) 



1st Year 

2nd Year* 

Total 

General Fund - State 
(Code 001) 

$1,208 

$1,250 

$2,458 

EXPENDITURES 




Salaries and Wages 

’ $ 903 

$1,035 

$1,938 

Goods and Services 

133 

99 

232 

Travel 

9 

21 

30 

Employee Benefits 

195 

257 

452 

TOTALS: 

$1,240 

$1,412 

$2,652 


*2nd year figures are projections based upon actual data for first 
nine -months of fiscal year 





APPENDIX IV 


KEITH B. OBERHANSLY 

TRUSTEE 


Wage Earner Plan 
Chapter XIII 


SUITE 413 WASHINGTON BLDG. 
TACOMA. WASHINGTON 98402 


572-6600 


July 6,- 1977 


R Debt Adjustors 


U.S. District Court File No.. 


N/A 


Mr. Frank M. Hensley 
Principal Management Auditor 
Legislative Budget Committee 
102 Insurance Building 
Olympia, Washington 98504 

Dear Mr. Hensley, 

Pursuant to your recent visit to my office and our in depth 
discussion regarding the debt adjustment activity in Washington 
State and elsewhere and in accordance with your request, I submit the 
following observation and conclusions: 

After twenty five years of service in this industry, six years 
as owner and operator of a reputable debt adjustment firm and nineteen 
years as the Standing Trustee for the U. S. District Court as admin- 
istrator of the Wage Earner Plan, I regretfully conclude that private 
debt adjusting and so called credit counseling practices with which 
I am familiar, are so overloaded with abuses, unworkable pledges and 
unwarranted inducements that they are detrimental to the debtors and 
creditors interests alike and generally have an adverse effect upon 
the debtor's welfare. 

Debt adjustors have no legal authority or sanctions for en- 
forcement of their hopeful proposals to creditors. Any single dissent 
ing creditor who refuses to cooperate within the "debt pool" can 
destroy the entire proposed program through any one of several remedie 
legally available ie: wage attachment, court judgment, property 
attachment, repossession of collateral or accelerated collection 
pressures exerted against the debtor or his employer or any co-signors 
who might be involved. Thus, the overburdened debtor who sought 
relief in an honest effort to resolve and repay his debts, finds 
himself more precariously perched financially and his problems more 
compounded because of increased creditor activity due to the debt 
adjustors ineffectiveness. Any debt adjustment program that cannot 
guarantee a one hundred percent solution to the debtors overall debt 
dilemma can only have grave effects upon the debtors interests. It 
is the debtor that suffers at this juncture, not the debt adjustor, 
who extracts whatever portion of his fee he can find from ifee funds 
paid into his trust as compensation for his failure and dismisses 
the case as unworkable. Most debt adjustors advertise and solicit 
and will carry their intrusions into the debtor's home by appointment 
to further their own aims, despite full beforehand knowledge that 
the success of their proposed program is "chancy" at best. 

I have counselled with and salvaged innumerable debtors cases 
over the years under the Wage Earner Plan, who had previously dealt 


m 
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with and been tragically disappointed with the services of debt 
adjustors and credit counsellors. I am presently convinced that 
any debt program that has no means of legal enforcement is idle 
ceremony and is most often used as a device for the enrichment of 
the pretender at the expense of the hapless. 

I am willing to testify further to the foregoing, before 
your committee, if you so request. 


Very truly yours. 



KBO : a 
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appendix V 


The Office o f Financial Management’s Program 
and Fiscal Review 


Program and Fiscal Review 
of the Debt Adjusting Statute, RCW 18.28 

Under the Washington Sunset Act of 1977 


Office of Financial Management 
Bob Jacobs, Policy Analyst 


December, 1977 


- 31 - 


Sunset Review of Debt Adjusting Regulation 


During the period October through December 1977, state regulation of 
debt adjusting (RCW 18.28) was reviewed as authorized by Sec. 5 of the 
Washington Sunset Act of 1977. This review was aimed at determining the 
optimal state role in regulating the debt adjusting industry for maximum 
benefit to the people of the state. An attempt was therefore made to 
examine all reasonable alternatives from no regulation to very tight 
regulation — even to the outlawing of commercial debt adjusting. 

The basic factual information on the debt adjusting statute and debt 
adjusting industry in Washington is contained in the preliminary Legislative 
Budget Committee (LBC) report dated September 13, 1977, and entitled 
"Sunset Audit/Program and Fiscal Review of Debt Adjusting, Licensing and 
Regulatory Activities." Additional information was obtained from the 
LBC’s working papers; via interviews with representatives of the LBC, 
Department of Licensing, Attorney General's Consumer Protection Division, 
and debt adjusting organizations ; and by attendance at a lengthy hearing 
of the House Financial Institutions Committee's Subcommittee on Financial 
Affairs on October 19, where the topic was fully discussed by representatives 
of the major parties interested in debt adjusting. We are indebted to 
those people who provided the information which made this report possible. 
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Recommendations 


A. The debt adjusting industry should not be deregulated . 

The. non-regulated debt adjusting industry has demonstrated a strong 
susceptibility to undesirable practices. In addition, debt adjustors 
handle considerable amounts of their clients' money and should therefore 

be regulated similarly to other fiduciaries. 

( ...» 

B. Anyone who engages in debt adjusting on a regular basis should be regulated . 

The public needs protection, whether the debt adjustor is commercial 
(profit-making), non-profit, an attorney, an accountant, or whatever. 

Regulation should include, at a minimum, a requirement that all people 
who engage in debt adjusting on a regular basis be bonded to protect the 
financial interests of their clients. The amount of bond required 
should be related to the amount of money handled. 

C. The limitation on service fees which non-profit debt adjustors 
may charge should be dropped . 

This limitation serves no apparent purpose. In addition, if all debt 
adjustors become regulated the same way (recommendation B) there will be 
no need to make any distinction as to funding arrangements. 

D. The residence and citizenship requirements should be dropped 
(RCW 18.28.060(3)) . 


They serve no apparent purpose. * 


E. Consideration should be given to transferring the responsibility : 



Depending on the regulatory scheme finally adopted by the legislature, 

s'*. • • ; "■ 

other state agencies than DOL may be better choices for enforcement of 
the debt adjustor statute. Two distinct possibilities are the AG's 
Consumer Protection Division, which has experience in dealing with the 
industry, and GA's Banking and Small Loans Division, which regulates 
other fiduciaries. 



Although recommended by the LBC preliminary report, by the A.G.'s Consumer 
Protection Division, by DOL, and by Chapter 13 trustees, the outlawing 
of commercial debt adjusting has not been justified. The outlawing of 
an occupation is a very severe action which has been applied in only a 
very few cases in our society. There are clearly abuses in the field of 
debt adjusting, as there are in most occupations, but no evidence has 
been presented that the industry cannot, under some form of regulation, 
provide more benefits to society than it costs. 

It is true, as detractors claim, that commercial adjustors create more 
total debts for their already-overburdened clients. But even with the 
service fee, commercial adjustors can serve their clients’ legitimate 
needs. It appears that commercial adjustors are serving an increasing 
segment of the population by providing a service which they are willing 
to pay for, and this in spite of less than full cooperation from creditors 
•' in some cases. / 

Commercial adjusting has the advantage of allowing debtors to take care 
of their own problems rather than being subsidized. Commercial adjustors 
are also less restrictive of clients’ activities and provide them more 
services and/or convenience than existing non-profit adjustors, e.g., by 
accepting checks, by allowing clients to retain their credit cards, by 


- 34 - 




providing services in the clients' homes, and by providing longer office 
hours. In addition, competition from commercial adjustors helps to keep 
nonprofit adjustors and Chapter 13 people on their toes. 

G. Consideration should be given to discontinuing the practice of 
licensing debt adjustors . 

While the licensing of debt adjustors, including administration of a 
tough examination to individual applicants, probably has a beneficial 
effect on the industry, it may be that the public could be protected as 
well at a lower cost if licensing were discontinued or replaced by 
simple registration. The legislature should carefully consider the 
relationship of each facet of current and proposed regulatory schemes to 
specific potential dangers to the public welfare, including the probable 
effectiveness of each provision. OFM will make available a chart 
illustrating this approach. 

H. Application forms, advertising, and other materials through which 
clje nts and potential clients receive information about debt adjusting 
should be required to include clear disclaimers of "miracl e cures." 

Many of the alleged problems with commercial debt adjustors are said to 
arise from overstatements regarding the debt adjustors' ability to solve 
their clients' problems. A clear, boldface statement as to what a debt 
adjustor can and cannot be expected to accomplish would be a reasonable 
wa y to attack this problem. 

I. Consideration should be given to the idea of requiring all forms, 
advertisements, etc., used by debt adjustors, to be submitted for 
prior approval by the appropriate regulatory agency . 

This suggestion, made by the attorney for Credit Advisors, Inc., addresses 
alleged problems with unclear contracts and misleading claims of efficacy. 
It would strengthen various provisions in the current law. 
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[i yen to the idea of institutin 
where debt adjusting contracts are si 
at other than the debt adjustor’s place of business . 

This suggestion, also made by the attorney for Credit Advisors, Inc., 
addresses alleged problems with high-pressure sales tactics. Current 
regulations do not address this potential problem! 

K. Consideration should be given to using self-enforcement provisions 
for debt adjustors similar to those used in the law regulating employment 
agencies, (ch. 51, 1st. Ex. Sess., 1977, Sec. 10.) 

Such provisions might state that (1) debt adjusting could not be done 
without prior registration with the state, and (2) clients of unregistered 
debt adjustors would be entitled to a refund of all fees. This approach 
might be useful if the registration alternative is chosen as the preferred 
regulatory method. 


a 3- 


0. Consideration should be 
cooling off period in cases 
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